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INTRODUCTION

This document,' prepared by the staff of the Joint Committee on Taxation, provides a comparison of the tax simplification
provisions contained in H.R. 2491 as passed by the House on October 26, 1995 and by the Senate (as amended) on October 27, 1995 2

H.R. 2491 ("Seven-Year Balanced Budget Reconciliation Act of 1995") was reported by the House Committee on the Budget
on October 17, 1995 (H. Rept. 104-280, Vols. I and II). Titles XIII and XIV contain the revenue reconciliation and tax simplification
provisions, respectively, with certain modifications, as approved by the House Committee on Ways and Means on September 19, 1995;
Title XIX incorporates by references the revenue provisions of H.R. 1215 ("Tax Fairness and Deficit Reduction Act of 1995") as
passed by the House on April 5, 1995, with certain modifications.’

_ The Senate Committee on the Budget ordered favorably reported its budget reconciliation provisions (S. 1357, the "Balanced 7
Budget Reconciliation Act of 1995") on October 23, 1995 (no written committee report), which include the revenue reconciliation

provisions (Title XII) as approved by the Senate Committee on Finance on October 19, 1995.* Also, Title VII includes revisions of the

carned income tax credit (subtitle H) and an increase in the public debt limit (subtitle T) as approved by the Committee on Finance on

LY

' This document may be cited as follows: Joint Committee on Taxation, Comparison of Tax Simplification Provisions of H.R.
2491 as Passed by the House and the Senate (JCS-23-95), October 31, 1995.

? For an explanation of the revenue reconciliation provisions of H.R. 2491 as passed by the House and the Senate, see Joint

Committee on Taxation, Comparison of Revenue Reconciliation Provisions of H.R. 2491 as Passed by the House and the Senate (JCS-
22-935), October 31, 1995,

* For an explanation of the revenue provisions of HR. 1215 as reported by the House Committee on Ways and Means, see H.
Rept. 104-84, March 21, 1995,

* For an explanation of the revenue reconciliation provisions approved by the Committee on Finance, see S. Prt. 104-35,
Cctober 1995.



- September 29, 1995.°

The Senate considered the budget reconciliation provisions on October 25-27, 1995, and approved a Senate amendment as a
substitute to the provisions of the House-passed H.R. 2491 on October 27, 1995.

> For an explanation of the earned income tax credit and public debt limit provisions as approved by the Committee on Finance,
see S. Prt. 104-34, October 1995, pp. 137-143.




dates).

LIST OF IDENTICAL PROVISIONS

The following tax siroplification provisions of H.R. 2491 as passed by the House and the Senate are identical (including effective
These provisions are not described in the comparison of tax simplification provisions.

Repeal of exclusion for employer-provided death benefits (sec. 14202 of the House bill and sec. 12912 of the Senate
amendment)

Required distributions (sec. 14204 of the House bill and sec. 12914 of the Senate amendment)
Repeal of family aggregation rules (sec. 14222 of the House bill and sec. 12901 of the Senate amendment)

Modification of additional participation requirements (sec. 14223 of the House bill and sec. 12903 of the Senate

amendment)

Plans covering self-employed individuals (sec. 14232 of the House bill and sec. 12932 of the Senate amendment)

Elimination of special vesting rule for multiemployer plans (sec. 14233 of the House bill and sec. 12933 of the Senate
amendment)

Uniform retirement age (sec. 14236 of the House bill and sec. 12940 of the Senate amendment)
Contributions on behalf of disabled employees (sec. 14238 of the House bill and sec. 12937 of the Senate amendment)

Multiple salary reduction agreements permitted under section 403(b) (sec. 14242 of the House bill and sec. 12941 of the
Senate amendment)




Insurance Simplification

® Treatment of certain insurance contracts on retired lives (sec. 14571 of the House bill (H.R. 2517) and sec. 12877 of the

Senate amendment)

Treatment of l’l‘lOdlf]Cd guaranteed contracts (sec. 14572 of the House bill (H R. 2517) and sec. 12878 of the Senate
amendment)

20-537 0 — 95 - 2




Item

Present Law

House Bill

Senate Amendment

COMPARISON OF TAX
SIMPLIFICATION
PROVISIONS

I. Provisions Relating to
Individuals

1. Provisions
relating to rollover
of gain on sale of
principal residence
(secs. 14101-14102
of the House bill)

No gain is recognized on the
sale of a principal residence if a
new residence at least equal in
cost to the sales price of the old
residence is purchased and used
by the taxpayer as his or her
principal residence within a
specified pertod of time (sec.
1034). This replacement period
generally begins two years
before and ends two years after
the date of sale of the old
residence. The basis of the
replacement residence is
reduced by the amount of any
gain not recognized on the sale
of the old residence by reason of
section 1034.

Multiple rollovers.--In general,

nonrecognition treatment is
available only once during any
two-year period. In addition, if
the taxpayer purchases more

Multiple rollovers --Gain is
rolled over from one residence
to another residence in the order
the residences are purchased and
used, regardless of the

I-1

No proviston.




Item

Present Law

Senate Amendment

o

than one residence during the

~ replacement period and such

residences are each used as the

- taxpayer's principal residence

within two years after the date
of sale of the old residence, only
the last residence so used is
treated as the replacement
residence. '

Special rules apply, however, if
residences are sold in order to
relocate for employment
reasons. First, the number of
times nonrecognition treatment
is available during a two-year
period is not limited. Second, if
a residence is sold within two
years after the sale of the old
residence, the residence sold is
treated as the last residence used
by the taxpayer and thus as the
only replacement residence.

Roll il i
or separation. --The
determination whether property
is used by a taxpayer as a
principal residence depends
upon all the facts and
circumstances in each case,

” House Bill

taxpayer's reasons for the sale of
the old residence. In addition,
gain may be rolled over more
than once within a two-year
period. Thus, the rules that
formerly applied only if a
taxpayer sold his residence in
order to relocate for
employment purposes will apply
in all cases. As under present
law, the basis of each
succeeding residence is reduced
by the amount of gain not
recognized on the sale of the
prior residence.

Rollovers in the case of divorce
oI separation.--Provides a safe

harbor in the determination of
principal residence in certain

_cases incident to divorce or

marital separation. Specifically,
the bill provides that a residence

I-2

No provision.



Item

Present Law

House Bill

Senate Amendment

2. One-time

- exclusion of gain

- from sale of
principal residence
for certain spouses
(sec. 14103 of the

- House bill)

including the good faith of the
taxpayer. No safe harbor is
provided for sales of principal
residences incident to divorce or
marital separation.

In general, a taxpayer may
exclude from gross income up to
$125,000 of gain from the sale
or exchange of a principal
residence if the taxpayer (1) has
attained age 55 before the sale,
and (2) has used the residence as
a principal residence for three or
more years of the five years
preceding the sale. This

election is allowed only once in
a lifetime unless all previous
elections are revoked. For these
purposes, sales on or before July

is treated as the taxpayer's
principal residence at the time
of sale if (1) the residence is
sold pursuant to a divorce or
marital separation and (2) the
taxpayer used such residence as
his or her principal residence at
any time during the two-year
period ending on the date of
sale.

Effecti .--Sales of old
residences (within the meaning
of sec. 1034) after the date of
enactment.

The House bill allows an
exclusion to an individual who
otherwise qualifies for an
exclusion under section 121 of
the Code but for a marriage to a
spouse with an existing election
in effect. The exclusion will
only be available if the
individual held the property
which is the subject of the
exclusion for at least three years
prior to marrying the spouse
with the existing election.

No provision.
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Present Law

House Bill

Senate Amendment

3. Payment of taxes
by commercially
‘acceptable means
(sec. 14111 of the
House bill)

4. Simplified
foreign tax credit
limitation for
individuals (sec.
14112 of the House
bill)

26, 1978 are not counted against
the once in a lifetime limit.

Payment of taxes may be made
by checks or money orders, to
the extent and under the
conditions provided by
regulations.

In order to compute the foreign
tax credit, a taxpayer computes
foreign source taxable income
and foreign taxes paid in each of
the applicable separate foreign
tax credit limitation categories.
In the case of an individual, this
requires the filing of IRS Form
1116, designed to elicit
sufficient information to

Effective date.--Sales or

exchanges after September 13,
1995.

The House bill allows the IRS to
accept payment by any
commercially acceptable means
that the Secretary deems
appropriate, to the extent and
under the conditions provided in
Treasury regulations.

Effective date.--Nine months
after the date of enactment. The
IRS may, in this interim period,
conduct internal tests and
negotiate with card issuers, but
may not accept credit or debit
cards for payment of tax
liability.

The House bill allows
individuals with no more than
$200 ($400 in the case of
married persons filing jointly) of
creditable foreign taxes, and no
foreign source income other
than passive income, to elect a
simplified foreign tax credit
limitation equal to the lesser of
25 percent of the individual's

1-4

No provision.

No provision.




Item Present Law House Bill - Senate Amendment
perform the necessary foreign source gross income or
calculations. the amount of the creditable

5. Treatment of
personal
transactions by
individuals under
foreign currency
rules (sec. 14113 of
the House bill)

When a U.S. taxpayer with a
U.S. doltar functional currency
makes a payment in a foreign
currency, gain or loss (referred
to as "exchange gain or loss")
arises from any change in the
value of the foreign currency
relative to the U.S. dollar
between the time the currency
was acquired (or the obligation
to pay was incurred) and the

foreign taxes paid or accrued by
the individual during the taxable
year. For this purpose, passive
income is defined to include all
types of income that is foreign
personal holding company
income under the subpart F
rules, provided that the income
is shown on a payee statement
furnished to the individual.
Under the election, a credit is
allowed only for taxes shown on
4 payee statement.

Effective date.--Taxable years

beginning after December 31,
1995.

In a case where an individual
acquires nonfunctional currency
and then disposes of it in a
personal transaction, and where
exchange rates have changed in
the intervening period, the
House bill provides for
nonrecognition of an
individual's resulting exchange
gain provided that such gain
does not exceed $200. The

I-5

No provision,

-




Present Law

House Bill

Senate Amendment

Item

6. Treatment of
certain reimbursed
expenses of rural
mail carriers (sec.
14114 of the House
bill)

time that the payment is made.
The 1986 Act provisions
designed to clarify the treatment

-of currency transactions,

primarily found in section 988,
apply to transactions entered
into by an individual only to the
extent that expenses attributable
to such transactions will be
deductible under section 162 (as
a trade or business expense) or
section 212 {as an expense of
producing income, other than
expenses incurred in connection
with the determination,
collection, or refund of taxes).
Therefore, the principles of
pre-1986 law continue to apply
to personal currency
transactions.

A taxpayer who uses his or her
automobile for business
purposes may deduct the
business portion of the actual
operation and maintenance
expenses of the vehicle, plus
depreciation (subject to the
limitations of sec. 280F).
Alternatively, the taxpayer may
elect to utilize a standard

House bill does not change the
treatment of resulting exchange
losses.

Effective date.--Taxable years
beginning after December 31,
1995.

The House bill repeals the
special rate for Postal Service
employees of 150 percent of the
standard mileage rate. In its
place, the bill provides that the
rate of reimbursement provided
by the Postal Service to rural
letter carriers is considered to be
equivalent to their expenses.
The rate of reimbursement that

I-6

No provision.




Item

House Bill

Senate Amendment

7. Exclusion of
combat pay from
withholding limited
to amount excluded

from gross income

(sec. 14115 of the
House bill)

Present Law

mileage rate in computing the
deduction allowable for
business use of an automobile
that has not been fully
depreciated. Under this election,
the taxpayer's deduction equals

the applicable rate multiplied by -

the number of miles driven for
business purposes and is taken
in lieu of deductions for
depreciation and actual
operation and maintenance
expenses. .

An employee of the U.S. Postal
Service may compute his
deduction for business use of an
automobile in performing
services involving the collection
and delivery of mail on a rural
route by using, for all business
use mileage, 150 percent of the
standard mileage rate.

Gross income does not include
certain combat pay of members
of the Armed Forces (Code sec.
112). If enhsted personnel serve
in a combat zone during any
part of any month, military pay
for that month is excluded from

is considered to be equivalent to
their expenses is the rate of
reimbursement contained in the
1991 collective bargaining
agreement, which may in the
future be increased by no more
than the rate of inflation. -

Effective date.--Taxable years

beginning after December 31,
1995.

The House bill makes the
income tax withholding
exemption rules parallel to the
rules providing an excluston
from income for combat pay.

1-7

No provision.
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Present Law

House Bill

Senate Amendment

8. Treatment of
traveling expenses
of certain Federal

gross income. In the case of
commssioned officers, these
exclusions from income are

limited to $500 per month of

‘military pay.

‘There is no income tax

withholding with respect to
military pay for a month in
which a member of the Armed
Forces of the United States is
entitled to the benefits of section
112 (sec. 3401(a)(2)). With
respect to enlisted personnel,
this income tax withholding rule
parallels the exclusion from
income under section 112: there
is total exemption from income
tax withholding and total
exclusion from income. With
respect to officers, however, the
withholding rule is not parallel:
there is total exemption from
income tax withholding,
although the exclusion from
income is limited to $500 per
month.

Unreimbursed ordinary and
necessary travel expenses paid
or incurred by an individual in

Effective date --Remuneration
paid after December 31, 1995.

The one-year limitation with
respect to deductibility of
expenses while temporarily

I-8

No provision.
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Present Law

House Bill

Senate Amendment

employees engaged
in criminal
investigations (sec.
14116 of the House
-bill)

connection with temporary
employment away from home
are generally deductible, subject
to the two-percent floor on

~miscellaneous itemized

deductions. Travel expenses
paid or incurred in connection
with indefinite employment
away from home, however, are
not deductible. A taxpayer's
employment away from home in
a single location is indefinite
rather than temporary if it lasts
for one year or more; thus, no
deduction is permitted for travel
expenses paid or incurred in
connection with such

employment (sec. 162(a)). Ifa

taxpayer's employment away
from home in a single location
lasts for less than one vear,
whether such employment is
temporary or indefinite is
determined on the basis of the
facts and circumstances.

away from home does not
include any period during which
a Federal employee is certified
by the Attorney General {(or the
Attorney General's designee) as
travelling on behalf of the
Federal Government in a
temporary duty status to
investigate or provide support
services for the investigation of
a Federal crime. Thus, expenses
for these individuals during
these periods are fully
deductible, regardless of the
length of the period for which
certification is given (provided
that the other requirements for
deductibility are satisfied).

Effective date.--Taxable years
ending after the date of
enactment.




Item

Present Law

House Bill

Senate Amendment

II. Pension Simplification
Provisions

A. Simplified
Distribution Rules
(secs. 14201 and
14203 of the House

_ bill and secs. 12911
and 12913 of the
Senate amendment)

In general, a distribution of
benefits from a tax-favored
retirement arrangement (i.e., a
qualified plan) generally is
includible in gross income in the
year it is paid or distributed
under the rules relating to the
taxation of annuities. A
qualified plan includes a
qualified pension plan, a
qualified annuity plan, and a
tax-sheltered annuity contract
(sec. 403(b) annuity).

Lump-sum distributions from
qualified plans and annuities are
eligible for special 5-year
forward averaging.

Recovery of basis --Amounts

received as an annuity under a
qualified plan generally are
includible in income in the year

Lump-sum distributions.--The
House bill sunsets 5-year
averaging for lump-sum
distributions from qualified
plans.

Effective date.--Taxable years

beginning after December 31,
1995.

Recovery of basis --The House

bill provides that basis recovery
on payments from qualified
plans generally is determined

Im-1

Lump-sum distributions --Same

as House bill.

Effective date.--Taxable years

beginning after December 31,
1998.

Recovery of basis --Same as

House bill, except that the
number of anticipated payments

. is determined under the



Item Present Law House Bill Senate Amendment
received, except to the extent under a method similar to the following table:
they represent the return of the present-law simplified
recipient's investment in the alternative method provided by Age: Number of
contract (i.e., basis). Under the IRS. The portion of each payments:

present law, a pro-rata basis
recovery rule generally applies,
so that the portion of any
annuity payment that represents
nontaxable return of basis is
determined by applying an

-exclusion ratio equal to the

employee's total investment in
the contract divided by the total
expected payments over the
term of the annuity.

Under a simplified alternative
method provided by the IRS, the
taxable portion of qualifying
annuity payments is determined
under a simplified exclusion
ratio method.

In no event can the total amount
excluded from income as
nontaxable return of basis be
greater than the recipient's total
investment in the contract.

annuity payment that represents
a return of basis is equal to the
employee's total basis as of the

annuity starting date, divided by

the number of anticipated
payments under the following
table:

Age: Number of
payments;

Not more than 55 300

56-60 260
61-65 240
66-70 170
More than 70 120
Effective date.~-Annuity

starting dates after December

Ir-2

Not more than 55 360

56-60
61-65
66-70
More than 70

Effective date
bill.

310
260
210
160

~-Same as House
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31, 1995.
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Present Law

House Bill

Senate Amendment

B. Increased Access to
Pension Plans
i
1. Modifications of
simplified employee
pensions (sec. 14211
of the House bill)

Certain employers (other than
tax-exempt and governmental
employers) can establish a
simplified employee pension
("SEP") for the benefit of their
employees under which the
employees can elect to have
contributions made to the SEP
or to receive the contributions in
cash. The amounts the
employee elects to have
contributed to the SEP are not
currently includible in income.

The election to have amounts
contributed to a SEP or received
in cash is available only if at
least 50 percent of the eligible
employees of the employer elect
to have amounts contributed to
the SEP. In addition, such
election is available for a
taxable year only if the
employer maintaining the SEP
had 25 or fewer eligible
employees at all times during
the prior taxable year.

The House bill modifies the
rules relating to salary reduction
SEPs by providing that such
SEP's may be established by
employers with 100 or fewer
employees. The bill repeals the
requirement that at least 50
percent of eligible employees
actually participate in a salary
reduction SEP. The bill
modifies the special
nondiscrimination test
applicable to elective deferred
under SEP's and permits a salary
reduction SEP to satisfy the
design-based safe harbor
available to qualified cash or

deferred arrangements (see C.2,,

below).

Effective date.--Years

beginning after December 31,
1995.

-4

No provision. However, the
Senate amendment adopts a new
type of retirement plan (called a
"SIMPLE" retirement plan) (see
the description in Joint
Committee on Taxation,
Comparison of Revenue
Reconciliation Provisions of
H.R. 2491, as passed by the
House and the Senate (JCS-22-
95) October 31, 1995, 11-B.)



Item

Present Law

House Bill

Senate Amendment

2. State and local
governments and
tax-exempt
organizations ~
eligible under -~ £
section 401(k) (seﬁ.
14212 of the House
bill and sec. 12917
of the Senate
amendment)

3. Credit for
pension plan start-
up costs of small
employers (sec.

Elective deferrals under SEP's’
are subject to a special
nondiscrimination test.

Under present law, tax-exempt
and State and local government
organizations are generally
prohibited from establishing
qualified cash or deferred
arrangements (sec. 401(k)
plans). Qualified cash or
deferred arrangements (1) of
rural cooperatives, (2) adopted
by State and local governments
before May 6, 1986, or (3)
adopted by tax-exempt
organizations before July 2,
1986, are not subject to this
prohibition.

An employer is generally
entitled to deduct ordinary and

_necessary business expenses,

including expenses associated

The House bill allows tax-
exempt organizations and State
and local governments and their
agencies and instrumentalities to
maintain qualified cash or
deferred arrangements, unless
the entity maintains a section
457 plan. This treatment is also
extended to Indian tribes.

Tax-exempt and governmental
plans eligible to maintain
qualified cash or deferred
arrangements under present law
would not be subject to the
prohibition on maintaining such
a plan if the entity maintains a
section 457 plan.

Effective date.--Years

beginning after December 31,
1996.

No provision.

The Senate amendment permits
organizations exempt from tax
(other than an organization
described in section 501(c)(3))
to maintain qualified cash or
deferred arrangements.

Effective date.--Years

beginning after December 31,
1997.

In lieu of the present-law
deduction, small employers
would be entitled to a credit
with respect to the expenses of
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Present Law

House Bill

Senate Amendment

12916 of the Senate
amendment)

i ¥
X

with establishing pension plans.

IIr-6

establishing a SIMPLE
retirement plan (see the
description in Joint Committee

~on Taxation, Comparison of

R R iati
Provisions of HR. 2491, as

passed by the House and the

Segnate (JCS-22-95) October 31,

1995, II-B). The credit equals

50 percent of the start-up costs
of establishing the plan up to a
maximum credit of $500.

The credit is not available to an
employer that made
contributions to a qualified plan
(or a SIMPLE plan) during the 2
years preceding the year in
question. In addition, the credit
is not available to employers
substantially all of the activities
of which involve the
performance of services in the
fields of health, law,
engineering, architecture,
accounting, actuarial science,
performing arts, or consulting,

Effective date.--Costs incurred

after the date of enactment in
taxable years ending after that



Item

Present Law

House Bill

Senate Amendmert
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date.
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Present Law

House Bill

Senate Amendment

C. Neondiscrimination
Provisions

1. Definition of
highly compensated
employees (sec.
14221 of the House
bill and sec. 12901
of the Senate
amendment)

2. Non-
discrimination

An employee, including a self-
employed individual, is treated
as highly compensated if; at any
time during the year or the
preceding year, the employee
(1) was a 5-percent owner of the
employer, (2) received more
than $100,000 (for 1995) in
annual compensation from the
employer, (3) received more
than $66,000 (for 1995) in
annual compensation from the
employer and was one of the
top-paid 20 percent of
employees during the same year,
or (4) was an officer of the
employer who received
compensation in excess of
$60,000 (for 1995). If, for any
year, no officer has
compensation in excess of the
threshold, then the highest paid
officer of the employer is
treated as a highly compensated
employee.

Under present law, a special
nondiscrimination test applies to

Under the House bill, an
employee is highly compensated
if the employee (1) was a 5-
percent owner of the employer
at any time during the year or
the preceding year or (2) had
compensation for the preceding
year in excess of $80,000
(indexed for inflation). The
House bill repeals the rule
requiring the highest paid
officer to be treated as a highly
compensated employee.

Effective date.—-Years

beginning after December 31,
1995,

The House bill modifies the
special nondiscrimination tests

-8

Under the Senate amendment,
an employee is highly
compensated if the employee (1)
was a S-percent owner of the
employer at any time during the
year or the preceding year, (2)
had compensation for the
preceding year in excess of
$80,000 (indexed for inflation),
or {3) was the most highly
compensated officer of the
employer for the preceding year.
The rule providing that the most
highly compensated officer is a
highly compensated employees
does not apply to plans
maintained by tax-exempt or
State and local governmental
organizations for purposes of
applying the nondiscrimination
tests applicabie to cash or
deferrecgi@r_rangements.

Effective date.--Years
beginning after December 31,
1996.
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Present Law

House Bill

Senate Amendment

rules for qualified
cash or deferred
arrangements and
matching
contributions (sec.
14224 of the House
bill and sec. 12904
of the Senate
amendment)

qualified cash or deferred
arrangements. The special
nondiscrimination test is
satisfied if the actual deferral
percentage (ADP) for eligible
highly compensated employees
for a plan year is equal to or less
than either (1) 125 percent of
the ADP of all nonhighly
compensated employees eligible
to defer under the arrangement
or (2) the lesser of 200 percent
of the ADP of all eligible
nonhighly compensated
employees or such ADP plus 2
percentage points.

Employer matching
contributions and after-tax
employee contributions under
qualified defined contribution
plans are subject to a special
nondiscrimination test similar to
the special nondiscrimination
test applicable to qualified cash
or deferred arrangements.

To determine the amount of
excess contributions and the
employees to whom they are
allocated, the elective deferrals
of highly compensated

~ applicable to elective deferrals

and employer matching and

. after-tax employee contributions

to provide that the maximum
permitted actual deferral
percentage for highly
compensated employees for the
year is determined by reference
to the actual deferral percentage
for nonhighly compensated
employees for the preceding,
rather than the current, year. A
special rule applies for the first
plan year.
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Present Law

House Bill

Senate Amendment

employees are reduced in the
order of their actual deferral
percentage beginning with those
highly compensated employees
with the highest actual deferral
percentages.

Safe harbor for cash or deferred
arrangements.--The bill
provides that a cash or deferred
arrangement satisfies the special
nondiscrimination tests if the
plan satisfies one of two
contribution requirements and
satisfies a notice requirement.

) £ satisfi
mmmmm | fiscriminati
for matching contribytions.--

The House bill provides a safe
harbor method of satisfying the
special nondiscrimination test
applicable to employer
matching contributions.

The bill modifies the present-
law nondiscrimination test
applicable to salary reduction
SEPs to provide that the average
of deferral percentages for all

II-10 -

Safe harbor for cash or deferred
arrangements.--Same as House
bill, except that an employer is
allowed to elect to use current
year actual deferral percentages.
Such an election can be revoked
only as provided by the
Secretary.

Alternative method of satisfving
fal fiscrimination s
for matching contributions.--

Same as House bill, except that
an employer is allowed to elect
to use current year actual
deferral percentages. Such an
election can be revoked only as
provided by the Secretary.

Simplified emol —

No provision. However, the
Senate amendment adopts a new
type of retirement plan (called a
"SIMPLE" retirement plan) (see
the description in Joint
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Present Law

House Bill

Senate Amendment

3. Definition of
compensation for
purposes of the
limits on
contributions and

Present law imposes limits on
contributions and benefits under
qualified plans based on the
type of plan. For purposes of
these limits, present law

nonhighly compensated
employees for the preceding,

rather than the current, year is to
~ beused. In addition, the bill

permits a salary reduction SEP
to satisfy the qualified cash or
deferred arrangement safe
harbor nondiscrimination test.

Distributi ex
contributions.--The House bill
provides that the distribution of

" excess contributions are

required to be made on the basis
of the amount of contribution
by, or on behalf of, each highly
compensated employee. Thus,
excess contributions are deemed
attributable first to those highly
compensated employees who
have the greatest dollar amount
of efective deferrals.

Effective date.--Years
beginning after December 31,

1995,

No provision.
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Committee on Taxation,
mparison i
Reconciliation Provisions of
H.R. 2491, as passed by the
House and the Senate (JCS-22-
95) October 31, 1995, 1I-B).

Distribution of
contributions.--No provision.

Effective date.--Years
beginning after December 31,
1998.

The Senate amendment provides
that elective deferrals to 401(k)
plans and similar arrangements,
elective contributions to
nonqualified deferred



Ttem

Present Law

House Bill

Senate Amendment

benefits (sec. 12902
of the Senate -
amendment)

provides that the definition of
compensation generally does
not include elective employee
contributions to certain
employee benefit plans.

ir-12

compensation plans of tax-
exempt empquers and State and
local governments (sec. 457

‘plans), and salary reduction

contributions to a cafeteria plan

_are considered compensation for

purposes of the limits on

“contributions and benefits.

Effective date.--Years
beginning after December 31,
1997.



Item

Present Law

House Bill

Senate Amendment

D. Miscellaneous
Pension
Simplification

1. Treatment of
leased employees
(sec. 14231 of the
House hill and sec.
12931 of the Senate
amendment)

An individual who performs
services for another person may
be required to be treated as the

- recipient's employee for various

employee benefit provisions if
the services are performed
pursuant to an agreement
between the recipient and any
other person (the leasing
organization) who is otherwise
treated as the individual's
employer. The individual is
treated as the recipient's
employee only if the individual
has performed services for the
recipient on a substantially full-
time basis for a year, and the
services are of a type
historically performed by
employees in the recipient’s
business field.

An individual who otherwise is
treated as a recipient's leased
employee is not treated as such
an employee if the individual
participates in a safe harbor plan

Under the House bill, the
present-law "historically
- performed" test is replaced with

a new rule under which an

~ individual is not considered a
leased employee unless the
individual's services are
performed under significant
direction or control by the
service recipient.

Effective date.--Years
beginning after December 31,
1995, except that the changes do
not apply to relationships that
have been previously _
determined by an IRS ruling not
to involve leased employees.

n-13

Under the Senate amendment,
the present-law "historically
performed" test is replaced with
a new rule under which an

- individual 1s not considered a

leased employee unless the
individual's services are
performed under the primary
direction or control of the
service recipient.

Effective date.--Same as House

- bill.
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Pr_esent Law

House Bill

Senate Amendment

2. Distributions
under rural
cooperative plans
(sec. 14232 of the
House bill and sec,
12938 of the Senate
amendment)

3. Treatment of

maintained by the leasing
organization meeting certain
requirements.

A qualified cash or deferred
arrangement can permit
withdrawals of employee
elective deferrals only after the
earlier of (1) the participant’s
separation from service, death,
or disability, (2) termination of
the arrangement, or (3) in the
case of a profit-sharing or stock
bonus plan, the attainment of
age 59-1/2 or the occurrence of
a hardship of the participant. In
the case of a money purchase
pension plan, including a rural
cooperative plan, withdrawals
by participants cannot occur
upon attainment of age 59-1/2
or upon hardship.

Present law imposes limits on

The House bill provides that a
rural cooperative plan that

“includes a cash or deferred
arrangement may permit
distributions to plan participants
after the attainment of age 59-
1/2.

Effective date.~-Distributions
after December 31, 1995.

The House bill makes the

IT-14

Same as House bill, except that
withdrawals are also permitted
on account of hardship. In
addition, the definition of a rural
cooperative is expanded to
include certain public utility
districts, a national association
of rural cooperatives, and any
other organization providing
services related to the activities
of rural cooperatives, but only in
the case of a plan with respect to
which substantially all of the
organizations maintaining are
rural cooperatives.

Effective date.—-Distributions
after the date of enactment. The
modifications to the definition
of a rural cqoperative applies to
plan years beginning after
December 31, 1994,

The Senate amendment is the
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House Bill

Senate Amendment

governmental plans

- under section 415

(sec. 14235 of the
House bill and sec,
12935 of the Senate
amendment)

contributions and benefits under
qualified plans based on the
type of plan (sec. 415). Certain
special rules apply to State and
local governmental plans under
which such plans may provide

. benefits greater than those

permitted by the limits on
benefits applicable to plans
maintained by private
employers.

In the case of defined benefit
pension plans, the limit on the
annual retirement benefit is the
lesser of (1) 100 percent of
compensation or (2) $120,000
(indexed for inflation). The
dollar limit is reduced in the
case of early retirement or if the
employee has less than 10 years
of plan participation.

following modifications to the
limits on contributions and
benefits as applied to
governmental plans:

(1) compensation includes
employer contributions to
certain plans under a salary
reduction arrangement;

(2) the 100 percent of
compensation fimitation on
defined benefit pension plan
benefits does not apply, and

(3) the early retirement
reduction and the 10-year
phasein of the defined benefit
plan dollar limit do not apply to
certain disability and survivor
benefiis.

The House bill also permits
State and local government
employers to maintain excess
benefit plans without regard to
the limits on unfunded deferred
compensation arrangements of
State and local government
employers (sec. 457).

II-15

same as the House bill, except
that the exemption from the 100
percent of compensation limit
does not apply to State
legislators and the modification
of the definition of
compensation to. include
contributions under a salary
reduction agreement apply to all
employers.
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Present Law

House Bill

Senate Amendment

4. Limits on
contributions and
benefiis under
multiemployer
plans (sec. 12935 of
the Senate
amendment)

5. Uniform penalty
provisions to apply
to certain pension
reporting
requirements (sec.
14237 of the House
bill)

Present law imposes limits on
contributions and benefits under
qualified plans based on the
type of plan (sec. 415). In the
case of a defined benefit
pension plan, the limit on the
annual retirement benefit is the
lesser of (1) 100 percent of
compensation or (2} $120,000
(indexed for inflation). The
dollar limit is reduced in the
case of early retirement or if the

employee has less than 10 years

of plan participation.

Any person who fails to file an
information report with the IRS
on or before the prescribed
filing date is subject to penalties
for each failure. A different,
flat-amount penalty applies for
each failure to provide
information reports to the IRS

- Effective date.--Years

~ beginning on or after January I,
" 1996. Governmental plans are

" treated as if in compliance with
 the requirements of section 415

for years beginning before

| January 1, 1996.

- No provision.

The House bill incorporates into
the general penalty structure the
penalties for failure to provide
information reports relating to
pension payments to the IRS
and to recipients.

Effective date.--Returns and
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Effective date.--Years
beginning on or after January 1,
1995. With respect to
governmental plans, no
inference is intended with

respect to prior years.

' Under the Senate amendment, in

the case of a multiemployer
plan, the 100 percent of
compensation limit, the early
retirement reduction, and the
10-year phasein of the defined
benefit plan dollar limit do not

apply.

Effective date.~-Years
beginning after December 31,
1995.

No provision.
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Senate Amendment

6. Treatment of
deferred

- compensation plans

of State and local
governments and
tax-exempt
organizations (sec.
14239 of the House
bill and sec. 12936
of the Senate
amendment)

or statements to payees relating |

to pension payments.

Under a section 457 plan, an
employee who elects to defer
the receipt of current
compensation is taxed on the
amounts deferred when such
amounts are paid or made
available. The maximum annual
deferral under such a plan is the
lesser of (1) $7,500 or (2) 33-
1/3 percent of compensation
(net of the deferral).

Amounts deferred under a
section 457 plan may not be
made available to an employee
before the earlier of (1) the
calendar year in which the
participant attains age 70-1/2,
(2) when the participant is
separated from the service with
the employer, or (3) when the
participant is faced with an
unforeseeable emergency.

Benefits under a section 457
plan are not treated as made
available if the participant may

- statements the due date for

which s after December 31,
1995,

" The House bill makes three

changes to the rules governing

. section 457 plans.

(1) The bill permits in-service
distributions of accounts that do
not exceed $3,500 under certain
circumstances.

(2) The bill increases the
number of elections that can be
made with respect to the time
distributions must begin under
the plan.

(3) The bill provides for
indexing of the dollar limit on
deferrals. No rounding rules
apply to such indexing.

Im-17

" Same as the House bill, except
. that a rounding rule applies to
- the indexing of the dollar limits

on deferrals.



Item

Present Law

House Bill

Senate Amendment

7. Trust
requirement for
deferred
compensation plans
of State and local
governments (sec,
14240 of the House
bill)

elect to receive a lump sum
payable after separation from
service and within 60 days of
the election. This exception is
available only if the total
amount payable to the
participant under the plan does
not exceed $3,500 and no
additional amounts may be
deferred under the plan with
respect to the participant.

Until deferrals under a section
457 plan are made available to a
plan participant, such amounts
deferred, all property and rights
purchased with such amounts,
and all income attributable to
such amounts, property, or
rights must remain solely the
property and rights of the
employer, subject only to the
claims of the employer's general
creditors.

Effective date.--Taxable years

beginning after December 31,
1995.

Under the House bill, all
amounts deferred under a
section 457 plan maintained by
a State and local governmental
employer are to be held in trust
(or custodial account or annuity
contract) for the exclusive
benefit of employees. The trust
(or custodial account or annuity
contract) is provided tax-exempt
status. Amounts are not
considered made available
merely because they are held in
a trust, custodial account, or
annuity contract.

m-18

Effective date.--Same as House
bill.

No provision.



Item

Present Law

House Bill

Senate Amendment

8. Correction of
GATT interest and
mortality rate
provisions in the
Retirement

Protection Act (sec.

14241 of the House
bill)

The Retirement Protection Act
of 1994, enacted as part of the
implementing legislation for the
General Agreement on Tariffs
and Trade (GATT), modified
the actuarial assumptions that
must be used in adjusting
benefits and limitations. In
general, in adjusting a benefit
that is payable in a form other
than a straight life annuity and

in adjusting the dollar limitation
if benefits begin before Social
Security retirement age, the
interest rate to be used cannot be
less than 5 percent or the rate
specified in the plan. Under the
Retirement Protection Act, if the
benefit is payable in a form
subject to the requirements of
section 417(e)(3), then the
interest rate on 30-year Treasury

Effective date.—-Effective on
the later of January 1, 1996, or
90 days after the date of
enactment. Amounts deferred
prior to such date are required to
be held in trust (or custodial
account or annuity contract) by
such date.

The House bill conforms the
effective date of the new interest
rate and mortality assumptions
that must be used under section
415 to calculate the limits on
benefits and contributions to the
effective date of the provision
relating to the calculation of
lump-sum distributions. This
rule applies only in the case of
plans that were adopted and in
effect before the date of
enactment of the Retirement
Protection Act (December 8,
1994).

- To the extent plans have already

been amended to reflect the new
assumptions, plan sponsors are
permitted within 1 year of the
date of enactment to amend the
plan to reverse retroactively -

II-19

No provision.



Item

Present Law

House Bill

Senate Amendment

securities is substituted for 5
percent. Also under the
Retirement Protection Act, for
purposes of adjusting any limit
or benefit, the mortality table
prescribed by the Secretary must
be used.

This provision of the Retirement
Protection Act is generally
effective as of the first day of
the first limitation year
beginning in 1995.

The Retirement Protection Act
made similar changes to the
interest rate and mortality

. assumptions used to calculate
- the value of lump-sum

distributions for purposes of the
rule permitting involuntary -
dispositions of certain accrued
benefits. In the case of a plan
adopted and in effect before
December 8, 1995, those
provisions do not apply before
the earlier of (1) the date a plan
amendment applying the new
assumption is adopted or made
effective (whichever is later), or
(2) the first day of the first plan

such amendment.

Effective date.--Effective as if
included in the Retirement
Protection Act.
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Item

Present Law

House Bill

Senate Amendment

9. Waiver of
minimum waiting
period for qualified
plan distributions
(sec. 14243 of the
House bhill)

10. Repeal of
combined plan limit
(sec. 14244 of the
House bill and sec.
12921 of the Senate
amendment)

years beginning after December
31, 1999.

Under present law, in the case
of a qualified joint and survivor

annuity, a written explanation of -

the form of benefit must
generally be provided to
participants no less than 30 days
and no more than 90 days before
the annuity starting day. Even if
a participant has elected to
waive the qualified joint and
survivor annuity and the spouse
has consented to the
distribution, the distribution
from the plan cannot be made
until 30 days after the written
explanation was provided to the
participant.

Present law provides limits on
contributions and benefits under
qualified plans based on the
type of plan, i.e., based on
whether the plan is a defined
contribution plan or a defined
benefit pension plan.

it.--An
overall limit applies if an

The House bill provides that the
minimum period between the
date the explanation of the
qualified joint and survivor
annuity is provided and the
annuity starting date does not
apply if it is waived by the
participant and, if applicable,
the participant's spouse.

Effective date.--Plan years
beginning after December 31,
1995.

Combined plan limit.--The

House bill repeals the combined

Im-21 -

No provision.

Combined plan limit.--Same as

House bill, except that the



Item

House Bill

Senate Amendment

Present Law

individual is a participant in
both a defined benefit pension
plan and a defined contribution
plan (the combined plan limit).

Excess distribution tax --Present
law imposes a 15-percent excise
tax on excess distributions from
qualified retirement plans, tax-
sheltered annuities, and IRAs.
Excess distributions are
generally the aggregate amount
of retirement distributions from
such plans during any calendar
year in excess of $150,000 (or
$750,000 in the case of a lump-
sum distribution). An additional
15-percent estate tax is also
imposed on an individual's
excess retirement accumulation.

plan limit.

Effective date.--Limitation
years beginning after December
31, 1996.

Excess distribution {ax.--No

provision.

IT-22

repeal of the combined plan
limit would not apply with
respect to plans maintained by
professional service employers
(an employer substantially all of
the activities of which are in the

- fields of architecture, science,

health, law, performing arts,
financial services, actuarial
services, engineering,
accounting, and consulting.

Effective date.--Limitation

~ years beginning after December

31, 1998.

. Excess distribution tax.--Until

the repeal of the combined plan
limit is effective, the Senate
amendment suspends the excise
tax on excess distributions. The
additional estate tax on excess
accumulations continues to

apply. "

. Effective date.--Distributions in

1996, 1997, and 1998.



Item

Present Law

House Bill

Senate Amendment

11. Date for
adoption of plan
amendments (sec.
14245 of the House
bill and sec. 12914
of the Senate
amendment)

12. Full funding
limitation of
multiemployer
plans (sec. 12934 of
the Senate
amendment)

13. Fenured
faculty (sec. 12939
of the Senate
amendment)

20-537 0 - 95 - 4

Plan amendments to reflect
amendments to the law
generally must be made by the
time prescribed by law for filing
the income tax return of the
employer for the employer's
taxable year in which the
change in law occurs.

 An employer may make

deductible contributions to a
defined benefit pension plan up

- to the full funding limitation.

The full funding limitation is
generally defined as the lesser
of (1) the accrued liability under
the plan or (2) 150 percent of
the plan's current liability.
Valuation of defined benefit
pension plans are required
annually.

Under a section 457 plan, an
employee who elects to defer
the receipt of current

compensation is taxed on the

The House bill generally
provides that any plan
amendments required by the bilt
are not required to be made
before the first plan year
beginning on or after January 1,
1997

Effective date.--Date of

enactment.

No provision.

No provision.

1I-23

‘Same as the House bill, except
‘that the date for plan
. amendments is extended to the

first plan year beginning on or
after January 1, 1999, in the

- case of a governmental plan.

Effective date.--Same as House
bill.

The Senate amendment provides
that the 150 percent of current
liability limitation does not
apply to multiemployer plans.

In addition, the amendment

- repeals the annual valuation

requirement for multiemployer
plans and applies the prior-law
rule that valuations generally be
performed at least every 3 years.

Effective date.--Years
beginning after December 31,
1997.

The Senate amendment provides
that the fimits of section 457 do-
not apply to eligible faculty
voluntary retirement incentive




Item

Present Law

House Bill

Senate Amendment

14. Application of
elective deferral
limit to section
403(b) plans (sec.
12941 of the Senate
amendment)

|- amounts deferred when such

amounts are paid or made
available. The maximum annual
deferral under such a plan is the
lesser of (1) $7, 500 or (2) 33-

- 1/2 percent of compensation

(net of the deferral).

A tax-sheltered annuity plan
must provide that elective
deferrals made under the plan

on behalf of an employee may
not exceed the annual limit on
elective deferrals ($9,500 for
1995). Plans that do not comply
with this requirement may lose
their tax-favored status.

No provision.
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‘compensation and all such

pay. In order to qualify for the
exception, the payments must be
made to employees who elect,
during a specified period of time
of limited duration (as
established by the employer) to
retire early, the total amount of
he payments cannot exceed
twice the individual's annual

payments to the employee must |
be completed within 5 years |
after the employee's termination

of employment.

. Effective date.--Years

beginning after December 31,
1995,

The Senate amendment

* eliminates the requirement that a

tax-sheltered annuity plan must
provide that elective deferrals
under the plan may not exceed
the annual limit on elective
deferrals. As under present law,
employees who make elective
deferrals in excess of the annual
limit must include such amounts
in their taxable income.




Item

Present Law

House Bill

Senate Amendment

. 15, Treatment of
Indian tribal
governments under
section 403(b) (sec.
12941 of the Senate
amendment)

16. Tax on
prohibited
transactions (sec.
12942 of the Senate
amendment)

Under present law, certain tax-
exempt employers and certain
State and local government

educational organizations are

permitted to maintain tax-
sheltered annuity plans (sec.
403(b). Indian tribal
governments are treated as
States for this purpose, so
certain educational
organizations associated with a
tribal government are eligible to
maintain tax-sheltered annuity
plans.

Present law prohibits certain
transactions (prohibited
transactions) between a
qualified pension plan and a
disqualified person in order to
prevent persons with a close
relattonship to the qualified plan
from using that relationship to
the detriment of plan
participants and beneficiaries. A

- No provision.

No provision.

IT-25

- Effective date.--The provision

is effective with respect to plan
years beginning after December
31, 1995.

The Senate amendment provides
that any 403(b) annuity contract
purchased in a plan year
beginning before January 1,

1995, by an Indian tribal

government on behalf of its
employees is not disqualified
merely because the contract was
purchased on behalf of tribal
employees who are not
employees of tribal educational
organizations.

Effective date.--Date of

~enactment.

The Senate amendment
increases the initial-level
prohibited transaction tax from
5 percent to 10 percent.

Effective date.--Transactions

occurring after December 31,
1995,




Item

Present L